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NATIONAL DAIRY MARKET AT A GLANCE

CHICAGO MERCANTILE EXCHANGE (CME) CASH MARKETS (12/23)
BUTTER: Grade AA closed at $1.5350. Theweekly averagefor Grade AA is
$1.5350 (-.0150).

CHEESE: Barrels closed at $1.4200 and blocks at $1.4850. The weekly
average for barrels is $1.4088 (+.0138) and blocks, $1.4838 (+.0473).
NONFAT DRY MILK: ExtraGradeclosed at $0.8600 and GradeA at $0.8600.
The weekly average for both Extra Grade and Grade A is $0.8600 (N.C.).

BUTTER: The market tone remains weak. Cream offeringsto the churn
across the country are increasing as the year end holidays near. In many
instances, butter producers are hesitant to take advantage of current offerings
unless they are very competitively priced. Most butter producers feel that
cream offerings will become better priced during the next week to 10 days.
Buitter stocks arelimited. November cold storage holdings indicate that butter
stocks of 59.4 million pounds are 44.6% lighter than last month and 51.6%
less than November 2003. The nearly 48 million pound decline in butter
holdingsduringNovember wasthelargest ever onemonth drawdown. November
butter stocks have not been thislight since 2001. Although butter imports have
not been overly active in recent months, licensed imports for the first eleven
month of 2004 total 14.2 million pounds, up 4.5% from the same period last
year. Imports have reached more than 92% of the annual quota. High-tier
imports (above quota with penalty) total 18.3 million pounds, sharply higher
than the miniscule amount imported last year. Butter demand has slowed now
that most of the year-end butter needs have been shipped. Some last minute/
fill-in orders are trickling in, but for the most part, holiday butter orders are
filled. Producersand handlersare quite pleased with butter ordersthis past fall,
especially when firm butter prices prevailed for much of the time.

CHEESE: The cash cheese market remains unsettled with prices moving
both higher and lower after 2weeksof sharp declines. Packagersand processors
areoperating onreduced schedul esthisweek and next during the holiday period,
reducing bulk cheese needs. Natural interest, though uneven, remains much
better than process. Many buyersarewaiting for results of holiday cheese sales
beforereordering. Thebigissuefor most cheeseplant operatorsisredink caused
by the expected December Class 11 milk price compared to current returns on
cheese sales. Cheese plant operatorsaretrying to limit holiday milk purchases
unless prices are sharply discounted.

FLUIDMILK: Classl milk demandwasgenerally strongearly but declined
around midweek as schools started to close for the yearend holidays and retail
orderswerefilled. Manufacturing scheduleshaveincreased asClass| salesslowed
during the holidays. Milk intakes are generally increasing seasonally in the
Southeast, Central, the Pacific Northwest, as well as Arizona and parts of
Cadlifornia. Receipts are about steady in other areas.

DRY PRODUCTS: TheNDM market issteady tofirm. Good export sales
arelimiting supplies. Some concern isnoted that domestic cheese makerswill
reduce NDM use. Heavier drying schedules are expected into 2005. The WPC
marketisfirm. Interestisnoted from domestic and international buyers. Some

producers are sold out through the second quarter of 2005. The whey market

ismostly steady. Increased cheese production over the holidays will generate
additional whey. Buying interest is improved though directed toward 2005
needs. The buttermilk market isweak. Additional churning over the holidays
is expected to generate additional buttermilk supplies for the slow demand.

CCC: During the period of December 20 - 22, there was no price support
activity. CCC sold back 4,128,734 of older NDM at $.8025-.8210 per pound
under Invitation 14 to DSC1.

FEDERAL MILK ORDERADVANCEPRICESHIGHLIGHTS(DAIRY
PROGRAMYS): Under the Federal milk order pricing system, the base price
for Class | milk for January 2005 is $16.65, up $2.22 from December 2004.
This price is derived from the advanced Class |11 skim milk pricing factor of
$9.70 and the advanced butterfat pricing factor of $2.0818 per pound. Class
| differentials specific to each county are added to the base price to determine
theClass| price. TheClass!I skimmilk pricefor January is$7.20 and the Class
Il nonfat solids price is $0.8000 per pound. The following are the two-week
product price averages. butter $1.8498, nonfat dry milk $0.8698, cheese
$1.7648, and dry whey $0.2436.

NOVEMBER MILK PRODUCTION (NASS): Milk production in the
20 major States during November totaled 11.8 billion pounds, up 1.2% from
November 2003. October revised production, at 12.3 billion pounds, was up
1.4% from October 2003. The October revision represented an increase of
0.1% or 9 million pounds from last month’s preliminary production estimate.
Production per cow averaged 1,526 pounds for November, 9 pounds (0.6%)
above November 2003. The number of cows on farmswas 7.77 million head,
44,000 head more (0.6%) than November 2003, but unchanged from October
2004.

COLD STORAGE (NASS): The November U.S. cold storage holdings
of butter totaled 59.4 million pounds, down 47.8 million pounds (-45%) from
a month ago and 52% lower than last November. Natural American cheese
holdings total 483.6 million pounds, 43.9 million pounds (-8%) less than a
month ago, but 3% more than a year ago.

NOVEMBER FEDERAL MILK ORDER PRICE AND POOL
SUMMARY (DAIRY PROGRAMS): During November, about 7.7 billion
pounds of milk were received from producers. This volume of milk is 6.2%
lower than the November 2003 volume on acomparable market basis. (Taking
into account the volume of milk not pooled dueto intra-order disadvantageous
price relationships, the year-to-year change is unchanged.) About 3.9 billion
pounds of producer milk were used in Class | products, 6.1% higher than the
previous year on a comparable market basis. Calendar composition had a
positive impact on milk used in Class | in 2004 as compared to 2003. Theall-
market average Class utilizationswere; Class| =50%, Class|| = 15%, Class| |1
=26%, and Class 1V = 9%. Theweighted average statistical uniform pricewas
$15.75 per cwt., $0.42 higher than last month, and $1.38 higher than last year.
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CHICAGO MERCANTILE EXCHANGE
CASH TRADING

PRODUCT MONDAY TUESDAY WEDNESDAY THURSDAY FRIDAY WEEKLY | WEEKLY
DECEMBER 20 | DECEMBER 21 | DECEMBER 22 | DECEMBER 23| DECEMBER 24 | CHANGE* | AVERAGE#
CHEESE
BARRELS $1.4000 $1.4100 $1.4050 $1.4200 $1.4088
(+.0225) (+.0100) (-.0050) (+.0150) CME (+.0425) (+.0138)
40# BLOCKS $1.4825 $1.4825 $1.4850 $1.4850 $1.4838
(+.0300) (N.C) (+.0025) (N.C) (+.0325) (+.0473)
NONFAT DRY MILK
EXTRA GRADE $.8600 $.8600 $.8600 $.8600 CLOSED $.8600
(N.C) (N.C) (N.C) (N.C) (N.C) (N.C)
GRADE A $.8600 $.8600 $.8600 $.8600 NO $.8600
(N.C) (N.C) (N.C) (N.C) (N.C) (N.C)
BUTTER
GRADE AA $1.5350 | - $1.5350 | - TRADING $1.5350
(-.0150) (N.C) (-.0150) (-.0150)

CHEESE: carload = 40,000-44,000 Ibs., NONFAT DRY MILK: carlot = 42,000-45,000 |bs., BUTTER: carlot = 40,000-43,000 |bs. *Sum of daily changes. # Weekly averages are simple averages of the daily closing prices
for the calendar week. Computed by Dairy Market News for informational purposes. This data is available on the Internet a8 WWW.AMS.USDA.GOV/MARKETNEWSHTM NOTE: CME is closed 12/31
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CHICAGO MERCANTILE EXCHANGE

MONDAY, DECEMBER 20, 2004

CHEESE — SALES: 2 CARS BARRELS: 1 @ $1.3875, 1 @ $1.4000; BIDS UNFILLED:2 CARS BARRELS: 1 @ $1.3950, 1 @ $1.3925; 3 CARS 40# BLOCKS: 1 @ $1.4825,

1@ $1.4600, 1 @ $1.4525; OFFERS UNCOVERED: 1 CAR BARRELS @ $1.4100

NONFAT DRY MILK — SALES: NONE; BIDS UNFILLED: NONE; OFFERS UNCOVERED: NONE
BUTTER — SALES: 5 CARS GRADE AA: 1 @ $1.5200, 1 @ $1.5100, 1 @ $1.5000, 1 @ $1.5100, 1 @ $1.5325; BIDS UNFILLED: 1 CAR GRADE AA @ $1.5350; OFFERS

UNCOVERED: NONE

TUESDAY, DECEMBER 21, 2004

CHEESE — SALES: NONE; BIDS UNFILLED: 1 CAR BARRELS @ $1.4100; OFFERS UNCOVERED: NONE
NONFAT DRY MILK — SALES: NONE; BIDS UNFILLED: NONE; OFFERS UNCOVERED: NONE

WEDNESDAY, DECEMBER 22, 2004

CHEESE — SALES: 5 CARS BARRELS: 1 @ $1.4200, 1 @ $1.4075, 3 @ $1.4050; 6 CARS 40# BLOCKS: 4 @ $1.4750, 1 @ $1.4825, 1 @ $1.4850; BIDS UNFILLED: 1 CAR

40# BLOCKS @ $1.4775; OFFERS UNCOVERED: 1 CAR BARRELS @ $1.4050

NONFAT DRY MILK — SALES: NONE; BIDS UNFILLED: NONE; OFFERS UNCOVERED:NONE
BUTTER — SALES: NONE; BIDS UNFILLED: 1 CAR GRADE AA @ $1.5350; OFFERS UNCOVERED: NONE

THURSDAY, DECEMBER 23, 2004

CHEESE — SALES: NONE; BIDS UNFILLED: 1 CAR BARRELS @ $1.4200; OFFERS UNCOVERED: 1 CAR 40# BLOCKS @ $1.5000
NONFAT DRY MILK — SALES: NONE; BIDS UNFILLED: NONE; OFFERS UNCOVERED:NONE

FRIDAY, DECEMBER 24, 2004 -- CME CLOSED, NO TRADING

BUTTER MARKETS

NOVEMBER COLD STORAGE

According to NASS, November month-ending cold storage figures for butter total
59.4 million pounds, 51.6% less than last November and 44.6% less than October
2004.

NORTHEAST

The market tone is weak. The cash butter price at the CME lost 1.5 cents during
the Monday’s (12/20) trading session. Some contacts feel that the price will hold
at or near current levels into January, but others feel that additional price declines
are warranted. Churning activity is increasing now that cream prices have moved
to “more acceptable” levels for many butter makers. Because of the expected glut
of cream over the holiday, butter makers are offering multiples in or below the
“one teens,” delivered. Demand for packaged butter is slowing from the retail
channels, steady in the food service channels, but fair to improved for bulk as users
and speculators try to replenish inventories. Sales of bulk butter f.0.b. East, are
reported in a range of flat market to 5.5 cents over the CME price/average.

CENTRAL
The butter market tone is steady to weak. Butter producers indicate that cream
offerings are increasing. In many instances, butter producers are not actively
taking advantage of the offerings at this time unless they are very competitively
priced. Most butter producers feel that cream offerings will be heavy during the
upcoming holiday period and will be more favorably priced. Early in the week,
cream pricing multiples of 115 delivered were aready being reported. Stocks of
butter are getting quite low, although most holiday orders have been placed and
shipped. Current orders are for short term/fill-in needs. Many butter producers
are hopeful that the upcoming holiday period will be a time when they can start

to rebuild some working inventory for the start of 2005. Butter producers and
handlers are quite pleased with butter orders this past fal, especially when firm
butter prices prevailed for much of the time. Current orders have slowed and are
anticipated to remain so until the new year. Some scattered feature activity has
appeared in retail ads for the upcoming holidays, but is substantially less than in
years past. Restaurant and food service orders have been good and remain so as
the holiday season continues. Bulk butter for spot sale is being reported in the
2 - 4 cents per pound range over various pricing basis.

WEST

Cash butter prices weakened at the CME on December 20. Prices had held steady
for a few trading sessions. Stocks of butter remain tight and some restocking is
taking place. Offerings of cream to churns in the region are increasing. Now that
basing average prices have declined and multiples are also lower, selling cream has
become somewhat easier. Churning activity is expected to be heavy through the
end of the year. Preliminary indications are that holiday sales should move very
good volumes of butter through retail channels. Licensed butter imports for the
first eleven months of the year total 14.2 million pounds, up 4.5% from the same
period last year. Imports have reached more than 92% of the annual quota. High-
tier imports (above quota with penalty) total 18.3 million pounds, sharply higher
than the miniscule amount imported last year. Prices are such this year that
imports would probably be higher if more butter was available in international trade
channels. CME weekly butter inventories declined last week by 1.3 million pounds
to stand at 8.7 million pounds. This is the lowest inventory reported since
December 1998. This week last year, stocks were more than 55 million pounds.
Bulk butter prices range from flat to 4 cents under based on the CME with various
time frames and averages.

NASSDAIRY PRODUCT PRICES

U.S. AVERAGESAND TOTAL POUNDS

CHEESE
40#BLOCKS BARRELS
WEEK ENDING 38% MOISTURE
DECEMBER 18 1.7779 1.6743
8,248,052 9,210,954

NDM BUTTER DRY WHEY
0.8734 1.7110 0.2430
16,673,226 2,496,745 9,833,231

Further data and revisions may be found on the internet at: http://jan.mannlib.cornell.edu/reports/nassr/price/dairy
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CHEESE MARKETS

NORTHEAST

Pricesaresharply lower andthemarket toneismixed. Seasonal needs
are, forthemost part, deliveredtoretailers. However, distributorsare
busy getting last minute ordersout to restaurantsand “mom and pop”
stores. Cheese production is light in the Northeast as December’s
Class 111 milk priceisexpected to be too high to make much “$1.40
cheese.” Producersexpect to have more milk offered to them during
the coming two weeks and do not seem too eager to take much extra
milk unless discounted significantly. Demand for cheese has been
good leading uptothisholiday, but declining now that deliverieshave
been made. Retail movement is fair to good, but in-store prices
continueto beafactor in consumption. Food serviceordersaregood
asrestaurants preparefor the expected good business during the next
two weeks.

WHOLESALE SELLING PRICES: DELIVERED,
DOLLARS PER POUND (1000 - 5000 POUNDS MIXED LOTS)

Cheddar 10#Prints 1.5025-2.0175
Cheddar SingleDaisies 1.4600-1.9350
Cheddar 40#Block 1.5775-1.8350
Process5# L oaf 1.6050-1.8125
Process5#Sliced 1.6250-1.8775
Muenster 1.6750-1.8775
Grade A SwissCuts 10 - 14# 2.4500-2.6500

MIDWEST

The cheese market is unsettled. Some buyers have been delaying
orders, waiting for theweekly priceaverageto catch up after 2weeks
of sharpdeclines. Processorsand packagersareoperating onreduced
schedules this week and next around the holidays, reducing bulk
cheeseneeds. Holiday ordersarefilled assomeoperationspreparefor
Super Bowl needsthough othersarewaiting for holiday salesresullts.
Most tradersfeel that recentrecovery inbarrel pricesismoretoreduce
the spread toward traditional level srather than areal needfor barrels.
Cheeseplant operatorsaretryingtominimizeredink for December with
Class |11 milk prices sharply higher than returnsfrom current cheese
prices would dictate by minimizing cheese production. Process
demand ismostly slower, just fair at best. Natural interest isuneven,
mostly moderate, though current offeringsremainlimited. Leadtimes
onnatural ordersarenearing normal lengths. Handlerstryingtoclear
milk into cheese plantsduring theholiday period arelikely toreceive
large discounts from the Class 111 price.

WISCONSIN WHOLESALE SELLING PRICES: DELIVERED,
DOLLARS PER POUND (1000 - 5000 POUNDS MIXED LOTS)

ProcessAmerican 5#L oaf 1.5750-2.2000
Brick And/Or Muenster 5# 2.0900-2.1800
Cheddar 40#Block 1.7900-2.2650
Monterey Jack 10# 2.0300-2.2650
Blue5# 2.2850-2.9000
Mozzarella5 - 6# (Low Moisture, Part Skim) 1.7350-2.3650
Grade A SwissCuts6 - 9% 2.2500-2.9500

WEEKLY COLD STORAGEHOLDINGS-SELECTED STORAGE CENTERS
IN THOUSAND POUNDS- INCLUDING GOVERNMENT STOCKS

BUTTER : CHEESE

12/20/04 9,336 : 120,158
12/01/04 12,616 : 125,402
CHANGE -3,280 : -5,244
% CHANGE -26 -4

WEST

Contactsareabit surprised at someof thestrength notedincash CME
markets over the past few trading sessions. Some are now believing
that at least atemporary bottom has been established and buyers are
happy to be doing some restocking at much lower prices than have
recently traded. Cheese production may actually be lower than
expected for the last few days of the year because of the price
relationship between milk and cheesethat will yield negativereturns
for most manufacturers. Discountsarenoted on offering pricesfor milk
to stimulate some buying interest. Heavier volumes of milk than
anticipated arelikely to bepushedinto butter/powder production. End
user stocks of cheese appear to be on the light side. Cheese imports
subjecttolicensingfor thefirst eleven monthsof theyear total 247.95
million pounds, up 5.0% from the same period in 2003. Theimports
stand at 83% of thequotatotal. High-tierimports(abovequotalevels
withpenalties) total 44.0millionpounds, up 1.8%fromthesameperiod
in2003.

WHOLESALE SELLING PRICES: DELIVERED, DOLLARS PER POUND
(1000 - 5000 POUNDS MIXED LOTYS)

Process5# L oaf 1.5475-1.8075
Cheddar 40#Block 1.5575-1.9100
Cheddar 10# Cuts 1.7375-1.9575
Monterey Jack 10# 1.7475-1.9075
Grade A Swiss Cuts 6 - 9# 2.2500-2.7000

FOREIGN

Pricesare sharply lower on domestic styles, unchanged onimported.
The market tone is seasonal. Demand is good for traditional table
cheeses, but the high retail prices continue to have an impact on
consumption. Distributors are busy making last minute deliveries.
Importers are making arrangements for purchases on 2005 licenses,
but the weak dollar is having a big impact on purchase decisions.
Recent reports indicate that cheese imports, subject to licensing,
during thefirst eleven months of 2004 totaled 112.50 Kg, 5.0% more
thanthesameperiodlastyear. Importsof hightier cheesetotaled 19.98
million Kg., 1.8% morethan the January —November periodin 2003.

WHOLESALE SELLING PRICES: FOB DISTRIBUTORS DOCK
DOLLARS PER POUND (1000 - 5000 POUNDS, MIXED LOTS)

NEW YORK
VARIETY IMPORTED DOMESTIC
Roquefort TFEWR -0-
Blue : 2.6400-4.2900 : 1.8175-3.3175*
Gorgonzola : 3.6900-5.9400 : 2.3275-2.4900*
Parmesan (Italy) TFEWR . 3.2225-3.3375*
Romano (Italy) : 2.1000-3.1500 : -0-
Provolone (Italy) : 3.4400-5.8900 : 1.8300-2.0525*
Romano (Cows Milk) : -0- : 3.0125-5.1875*
Sardo Romano (Argentine) : 2.8500-3.2900 -0-
Reggianito (Argentine) : 2.6900-3.2900 -0-
Jarlsberg-(Brand) : 2.9500-4.0900 -0-
Swiss Cuts Switzerland : -0- 2.4500-2.6500
Swiss Cuts Finnish : 2.5900-2.8500 -0-
Swiss Cuts Austrian TFEWR -0-
Edam

2 Pound TFEWR -0-

4 Pound : 2.1900-3.4500 -0-
Gouda, Large TFEWR -0-
Gouda, Baby ($/Dozen) : :

10 Ounce : 27.8000-31.7000 : -0-

* = Price change.
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FLUID MILK AND CREAM

EAST
Spot shipments of Grade A milk into or out of Florida and other Southeastern states
THIS WEEK LAST WEEK LAST YEAR
IN ouT IN ouT IN ouT
FLORIDA 40 110 32 0 32 0
SOUTHEAST STATES 0 0 0 0 0 0

November milk production in the 20 magjor states totaled 11.85 billion pounds,
up 1.2% from November 2003. The following are the November-to-November
changes for selected states: Florida +3.6%, Texas +2.2%, Virginia +1.5%,
Pennsylvania +0.5%, Vermont -1.4%, New Y ork -2.1%, and Kentucky -2.6%.
Extremely cold weather covered the East early thisweek. Frostswere recorded
asfar south asCentral Floridaand temperatureswell below zerowererecordedin
thenorthern most areas. Milk productionwaslittleaffected by theweather. Milk
output isincreasing in the Southeast and mostly steady in the Northeast. Fluid
milk suppliesaremorethan ampleto meet current needs. Bottlerswerevery busy
early thisweek tryingtobuildalittleinventory ahead of Christmasweekend needs.
However, many bottlersordered heavy volumesof milk to meet theseearly-week
needs, but oncethey have enough inventory, they arenow canceling loadswhich
ispushing milk back intomanufacturing channels. Thisisevidenced by theweekly
shipmentsinto and out of Florida. Weekend Class| plant orders caused milk to
beimported, but mid-week cancellationsled toheavy exports. Most manufacturing
plants are operating and most have more milk than they had anticipated. Some
capacity isavailable, but theextra"down day" inbottlers’ (Sunday isusually the
only down day on the weekend) schedulesis adding to milk handling problems.
Conversely, the holidays falling on Saturday is reported as a good thing for
manufacturing plants. Condensed skimsuppliesarelongand demandisslow, which
isforcingmoreskimthrough dryers. Reportsindicatethat someicecream plants
will be open next week which hishelping ease the pressure on dryersand will be
anoutlet for several loadsof cream. Typicaly, they areclosed through theentire
holiday period. Thefluid creammarketisweak. Spotinterestislimited and most
ice cream plants are down thisweek, but as mentioned above, somewill operate
next week to take advantage of theample cream supply and relatively low prices.
Spot pricesare sharply lower, following the CME average butter price. Thereis
still some production of bottled cream, but that may also be dueto therelatively
inexpensive cream being offered. Cream handlers report that more loads are
clearing to butter makers. The pricessmultiples being offered by most butter
makers range from 90-115 times the CME butter price, date of ship. Some
suppliersareoffering Class|| usersattractivediscountsto enticeadditional usage.

FLUID CREAM AND CONDENSED SKIM PRICESIN TANKLOT QUANTITIES

SPOT PRICESOF CLASSII CREAM, $PERLB BUTTERFAT

F.O.B. ProbuciNGg PLANTS: NORTHEAST 1.8910-2.2010
DELIVERED EQUIVALENT ATLANTA - 1.9220-2.2010 M 1.9530-2.0460
F.O.B. Propucing PLaNTS: UPPER MIDWEST -

1.7825-2.1390
PRICES OF CONDENSED SKIM, $ PER LB SOLIDS
F.O.B. PRODUCING PLANTS:
NORTHEAST- CLASS || - INCLUDES MONTHLY FORMULA PRICES - .9600- .9800
NoRTHEAST- CLAss |11 - sPOT PRICES - 1.1000-1.2300
MIDWEST

Class| interest isuneven thisweek. Demand from bottlershad been strong early
whileschool swereopen but dropped off around midweek to slow holiday levels.
Fill inordersof someholiday productssuchasdipsand creamswerea sogoodearly.
Somebottlersexpect to haveagood coupledaysearly next week and beslow again
by midweek. Handlerswereanticipating theyearend holiday calendar wasmore
in their favor with many schools only closed for around 10 days rather than the
usual 2weeks. Thesearchtofind availablemanufacturing spaceover theyearend
holidays is well underway. Recent sharp declines in cash cheese prices at the
Chicago Mercantile Exchange compared to an expected increasein Class| 1 milk
priceshascheesemilk buyersdemanding adiscount toat | east break even or make
money onsomemilk usedincheeseproductionin December. Manufacturingmilk
pricesand booking pricesfor theupcoming holiday weekend aresharply lower with
reports ranging from $10.00 to flat class'components delivered for ashort haul.
Other plant operators are skimming excess cream from milk to sell rather than

toadd powder or condensedto cheesevats. Milk intakesarecontinuingtoincrease
seasonally. Many ice cream operations are closed for aweek or two of vacation
so most creamisdirected to churns. Fat and protein levels (components) remain
very high seasonally. Initial November estimated milk production in selected
Midwestern states compared with November 2003 is: Wisconsin, 1.750 billion
pounds, down 11 million pounds (-0.6%); Minnesota, 639 million pounds, off 7
million pounds (-1.1%); Michigan, 505 million pounds, up 2 million pounds
(0.4%); lowa, 289 million pounds, down 9 million pounds (-3.0%); and Indiana,
240 million pounds, off 5 million pounds (-2.0%).

WISCONSIN LIVESTOCK AUCTIONS (PER CWT.)
DEC 16 - 21 PREVIOUS YEAR
SLAUGHTER COWS $46.00- 52.00  $ 49.00- 56.50
REPLACEMENT HEIFER CALVES  $290.00-460.00 $300.00-430.00

SOUTH ST. PAUL TERMINAL AUCTION MARKET (PER CWT.)

DEC 16 - 21 PREVIOUS YEAR
SLAUGHTER COWS $45.00- 5450  $ 50.00- 57.25
WEST

20 Selected States' milk production reported for November totals 11.8 billion
pounds, up 1.2%fromayear earlier. Production per cow wasup 9 poundsor 0.6%.

Cow numbers stand at 7.77 million head, no change from the previous month.

October cow numberswere revised downward by 4,000 head. November output
in selected Western states compared to last year isasfollows. Arizona+7.6%,

California+4.9%, |daho+4.6%, New Mexico-2.6%, and Washington-3.2%. Cow
numbers in these five states are up 79,000 head from last year with California
leading theway with anincrease of 47,000 head. Production per cow wasmixed,

ranging from +2.1% in Cdiforniato -3.9%in New Mexico. With the amount of
growth noted and the building of new and expanded dairies taking place in
California, contactsare speculating about whoisgoing to build the next new plant
and what the product mix will be. CALIFORNIA milk productionismostly flat
withsomeareasdightly higher. Theend of year holidaysarecreating somelimited
problemswith handling milk but the situationsare not severeto the point thought
just six weeks ago. Balancing plants are expected to run full and on extended
schedulesfor thenext twoweeks. Somemilk and componentsareleavingthestate
tofind processing homes. School fluid milk interest hasstopped for theweek and
not expected to be refilled until the end of next week. Retail fluid orders are
moderate along expected patterns. ARIZONA milk output is steady to slightly
higher. Components are at seasonally high levels and holding due to the cool

weather patterns. Processing plantsarerunning moremilk and expect to be busy
over theholidays. Milk productionislevel with recent weeksin NEW MEXICO.

Winter weather conditions are prevalent at midweek in the eastern areas of the
state. The effects on cows and transportation were minor according to early
reports. Milk isavailableinthestatewith surplusmilk coming back from bottled
milk handlers. Thehopeisthat suppliescanbebal anced betweenlocal and nearby
plants. CREAM marketsareweaker acrosstheregion. Multiplesand basing point
pricesaredeclining. Suppliesare heavy and cream isbeing discounted to move.

Seasonal cream accounts have slowed and more creamismoving to churns. The
CME butter price was $1.5350 on December 22, adecline of 1.5 centsfrom last
week. Cream multiplesrangefrom 105to 120, FOB and vary depending on class
usageand basing point. Suppliesof milk for manufacturingareupthisweekinthe
PACIFICNORTHWEST. Thisisduetoacombination of productionincreasing
slowly along seasonal patterns and the holidays causing more milk to become
surplus. No problemsare expected with plant capacity, but not al operationsare
willing to takemilk or creamunlessthey areableto buy it cheap enoughto assure
aprofit onthefinished product. Conditionsaredrying out somewhat intheyards
and producersare happy about that. Output isbeing called about generally steady
inUTAH andIDAHO. Conditionsareimprovingandthemudislessof aproblem
currently. Testsonthemilk receiptsarenormal for thisseason. Plantsarestating
that there is quite a bit of milk around this week, even more than most had
anticipated. Plantsarebeing selectiveonlooking at loadsof milk based onquality
and price. They can be very picky at thispoint intime and still probably end up
with themilk. The generally moderate winter is not adding to the feed cost and
consumption side of the equation. Some feeder hay is reportedly leaving Utah
for California. It is somewhat unusua for hay of this quality to move that far.
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NDM, BUTTERMILK & WHOLEMILK

Prices represent carlot/trucklot quantities for domestic and export sales packaged in 25 kg. or 50 Ib. bags, or totes, spray process, dollars per pound.

NONFAT DRY MILK - CENTRAL AND EAST

CENTRAL: Pricesare unchanged on a steady market. Heavier production
is anticipated over the holiday weekend. Most plants expect to adequately
handle additional milk supplies. Brokers and distributors anticipating
increased production at NDM plants and seasonally operated dryers are
reguesting to buy NDM loads before they are produced. Some plants are
readily forward contracting |oads whereas others are opting to wait and see
whether their contract ordersare satisfied before selling on aspot basis. Some
sales of Western NDM into the Central region are being displaced by trades
from seasonal dryersinthe Central region. High heat tradeislight and mostly
contractual.

EAST: The market tone remains relatively firm and prices are steady.
Production levels are light. However, surplus milk volumes jumped
significantly at mid-week, when bottlersstarted canceling milk orders. Also,
sales of condensed skim are slowing and most Eastern dryers are gearing up
for sustained, heavy drying through late next week. Plant stocks are light
to adequate and demand isreported asgood. A contract to sell NDM to Cuba
has reportedly been signed, and some of the volume will be made by Eastern
producers. USDA, FSA (CCC) sold back nearly two million pounds of
nearly three-year-old NDM at pricesranging $.7950-.7975 per pound. CCC
has announced that they are accepting bids on another four million pounds.
Traders comment that both current production and powder from government
programs are becoming tighter. Contacts report a continued good stream of
inquiries.

F.O.B. CENTRAL/EAST: IncludesEXTRA GRADE and GRADE A
LOW/MEDIUM HEAT: .8500 - .9200 MOSTLY: .8700 - .8800
HIGHHEAT: .9100 - .9700

NONFAT DRY MILK - WEST

Western low/medium heat nonfat dry milk prices are steady on the top ends
to higher on the bottom ends of both the range and mostly price series. The
market toneisfirm. Supplies on the market remain tight due to good export
movement and the fair to good domestic sales. There are concerns about
cheesemakersusing lessNDM following recent declinesin the cheese price.
Drying schedules are heavy and expected to remain that way to balance
holiday milk surpluses. The KCCO announced on December 16 the sale
back to the trade of 2,087,917 pounds of 30 to 36 month old NDM for
unrestricted usage from CCC stocks. Pricesranged from $0.7950 to $0.7975
per pound. Another announcement was issued seeking bids for up to 4.1
million pounds of 30 to 36 month old NDM for unrestricted use. High heat
pricesarelower inlight trading. Market interest continuesto be lighter than
anticipated and has not seen any boost in sales at the end of theyear. There
arestocksavailablefrom most producersand extraisbeing dried on alimited
basis.

F.O.B. WEST: IncludesEXTRA GRADE and GRADE A
LOW/MEDIUM HEAT: .8500-.9300 MOSTLY: .8600 - .9000
HIGHHEAT: .8700 - .9000

CALIFORNIA MANUFACTURING PLANTS-NDM
WEEK ENDING PRICE TOTAL SALES SALESTO CCC

$.8689
$.8657

December 17
December 10

10,185,799
13,027,633

218,255
238,093

Pricesare weighted averagesfor ExtraGrade and Grade A Nonfat Dry Milk,
f.o.b. California manufacturing plants. Prices for both periods were
influenced by effects of long-term contract sales. Tota sales (pounds)
include sales to CCC. Compiled by Dairy Marketing Branch, California
Department of Food and Agriculture.

DRY BUTTERMILK -CENTRAL

Pricesareunchangedtolower onaweak market. Unconfirmed tradesof aged
supplies of buttermilk are reported underneath the range. Production of dry
buttermilk is steady to higher with increased supplies expected over the
holidays. Dryer activity has been less than anticipated at this time of year
due to increased buyer interest in condensed buttermilk compared to dry
buttermilk. Despite firmer NDM markets and the possible substitutability
between NDM and buttermilk, NDM prices are reportedly no longer an
indicator of buttermilk market trends. Therefore, firmer NDM prices may
not equate to higher buttermilk prices.

F.O.B. CENTRAL: .8750 - .9550

DRY BUTTERMILK - NORTHEAST AND SOUTHEAST

Pricesaremostly lower themarket toneisweaker. The Northeast pricerange
remains nominal. Eastern production is currently steady, but increased
churning during theupcoming holiday periodswill push morefluid buttermilk
onto the market. Most dryers will be operating around the clock on skim,
so little time will be available for drying buttermilk. Plant stocks are
moderate as the relatively high prices hamper sales.

F.0.B. NORTHEAST:
DELVD SOUTHEAST:

.9200 - .9400
.9500 - .9800

DRY BUTTERMILK -WEST

Dry buttermilk prices continue to trend lower in light spot trading activity.
Thetiming of the yearend holidays are also coming into play and buyers do
not have incentives to put product away. Drying is heavy as churning is
active in the region to process cream. Drying times are still open for
buttermilk but could narrow as holiday surplus milk arrives. Stock levels
are moderate and available from several sources.

F.O.B. WEST: .8950 - .9500 MOSTLY: .9000 - .9200

DRY WHOLEMILK -NATIONAL

Prices are steady to sharply lower and remain nominal. The recent declines
in the cash butter price at the CME have prompted the Western producers
to lower prices of dry whole milk. Production levels are lighter as most
dryers are busy processing skim during the holiday period. Demand is
steady at best. Plant stocks are light, but adequate for current sales.

F.0.B. PRODUCING PLANT: 1.3050 - 1.3500

U.S. Dry Whey Protein Concentrate Production, Human
(25.0-89.9%)

Million Pounds
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WHEY, CASEIN & EVAPORATEDMILK

Prices represent carlot/trucklot quantities for domestic and export sales packaged in 25 kg. or 50 Ib. bags, or totes, spray process, dollars per pound.

DRY WHEY -CENTRAL

Prices are generally unchanged on a steady market. Most trade is occurring
domestically on contracts. Export movement is dissipating yet expected to
improve if price differentials between the Central and West increase to
account for shipment to the coast. Offers of additional loads of Central
region whey are noted into Canada. Brokersreport that supplies are readily
available at standard list prices. Contracts for 2005 are nearly settled with
contractual agreementstrending nearly unchanged compared to 2004. While
spot supply availability during 2005 is uncertain, buyers are generally not
attempting to garner additional supplies in the event of tighter supplies.

F.O.B. CENTRAL:

.2400 - .2500 MOSTLY: .2400 - .2450

DRY WHEY - NORTHEAST AND SOUTHEAST

Prices and the market tone are unchanged. However, contacts at all levels
of the market report increased interest for dry whey. Many seelighter cheese
output until milk prices come down or cheese prices increase, which is
slowing dry whey output. Eastern producers have little to offer on the spot
market and most have committed nearly all their projected 2005 production.
Traders comment that inquires for next year's contracts are finding that
producers in all areas of the country expect less dry whey to be available.
This may also be impacted by the very good demand for WPC. Not only
is domestic demand for dry whey fairly brisk, but export interest remains
good. Tight world suppliesand theweak U.S. dollar make U.S.-made whey
an attractive choice to some buyers.

F.O0.B. NORTHEAST: EXTRA GRADE AND GRADE A: .2475 - .2650
DELVD SOUTHEAST: .2700 - .2825

DRY WHEY —WEST

Westernwhey range pricesarefractionally higher whilethemostly held fully
steady. Domestic sales activity is reported as good this week, but it is
anticipated that action may slow beforethe end of theyear. Exportscontinue
to move out at a steady pace. Some are surprised that yearend issues have
not been more of a factor yet. Contacts do indicate that some buyers are
beginning to complain more loudly about the higher prices. They are
threatening to switch to other dairy products since there doesn’'t seem to
be any competitive whey in the world. Domestic whey production is about
steady, but some slowness may develop as plants try to make less cheese
at the end of the year because of disadvantageous pricing relationships.

NONHY GROSCOPIC:

.2350-.2800 MOSTLY: .2500 - .2600

ANIMAL FEEDWHEY -CENTRAL

Pricesareunchanged and nominal on asteady market. Suppliesarelight with
reduced trade activity compared to the week prior as buyers await the new
year before making additional purchases. Veal prices are generally steady
while early weaned pig prices are higher.

F.O.B. CENTRAL:

MILK REPLACER: .2000 - .2200

WHEY PROTEIN CONCENTRATE - CENTRAL AND WEST

Prices are higher on afirm market. Anxiety in satisfying ordersfor 2005 is
noted by both buyersand sellersof WPC. Some producersare offering WPC
80% as asubstitute to WPC 34% in response to expected and current supply
shortages. Onaper unit of proteinbasis, WPC 80%isgenerally being offered
on the high side of the range. Producers are reportedly receiving requests
for WPC from both domestic and international buyers. Some producers are
sold out through the second quarter of 2005. Feed buyers are searching for
alternative supplies of milk proteins such as delactose. If supplies of WPC
arenot availablein 2005, some buyers may beforced to purchase alternative
grain proteins. Off grade supplies are limited for the good feed interest.

F.O0.B. EXTRA GRADE 34% PROTEIN: .6200 - .7400 MOSTLY: .6425 - .6625
LACTOSE - CENTRAL AND WEST

Prices remain unchanged on a mixed market. Market trend reports vary.
Some producers state that they are asking higher prices in the first quarter
with some trades finalized at higher levels for this period. For these
operations, good trade into Southeast Asia reportedly reduced excess
supplies, resulting in a sold out position. Increased sales in response to
tighter whey and dry permeate supplies was also a reported factor. Other
producers state that the market is weak with trades trending below the
average and offers reported at a discount into export markets. Yet still,
another group of producers and traders relay information that contracts are
steady and the market is expected stable in the first quarter. Contracts for
the fourth quarter in 2004 are trending within the mostly pricerange. Some
2005 annual contracts, prepared in mid to late October, are reported at a
discount to the market into confectionary markets on lower meshed product.
Higher mesh suppliesare generally tight and trading at the averageto higher.
Feed gradeproduct isavailableandtrading at priceswithintherange. Lactose
production is steady to higher in light of increased production of various
protein concentrates.

Including spot sales and up to 3 month contracts. Mesh size 30 - 100.
F.O.B. EDIBLE: 1450 - .2300 MOSTLY: .1700 - .2000

CASEIN — NATIONAL

Casein marketsand pricesremain firm. Domestic buyersarefully awarethat
their pricesfor the new quarter are probably going to be higher and in some
instances much higher than current quarter prices. Although prices will be
firmer, stocksare not going to becomeany moreavailable. Suppliersindicate
that they continue to fulfill commitments, but in instance they are finding
this task to be quite difficult. In most al instances, suppliers do not have
any extra casein available for additional or spot buyer interest. Some
unconfirmed reports indicate that casein prices of $3.50 and higher for
second quarter are already being reported. LTL lotsor afew palletsarebeing
quoted at $3.90 per pound. Under invitation #036, CCC sold 1,996,927
pounds of government owned nonfat dry milk for the production of casein/
caseinate for $0.4600 per pound.

SPOT SALES AND UP TO 3 MONTH CONTRACTS. PRICES ARE F.O.B,,

U.S. WAREHOUSE FOR EDIBLE NONRESTRICTED AND VARY ACCORDING
TO MESH SIZE AND QUALITY.

RENNET:
ACID:

2.8500 - 3.1500
2.9000 - 3.1500

EVAPORATED MILK —NATIONAL

Prices are unchanged and the market tone is steady. Production patterns
remain light, but late this week, more surplus milk is being offered to some
producers. Pricesfor this surplus milk are often being discounted to attract
interest. If discountsarelarge enough, evaporated milk makers are showing
some interest in replenishing depleted inventories. Fluid milk contacts are
commenting the surplus milk volumes are heavier than anticipated after mid-
week. Shipments from producing plants have slowed.

DOLLARSPER48-12FLUID OUNCE CANSPER CASEDELIVERED MAJORU.S.
CITIES $22.00 - 30.00

Excluding promotional and other sales allowances. Included new price announcements.
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CHICAGO MERCANTILE EXCHANGE FUTURES
Selected settling prices, (open interest), and volume 1/

Month 12/08 12/09 12/10 12/13 12/14 12/15 12/16 12/17 12/20 12/21

CME - (CLASSIII) MILK FUTURES -- Dollars per cwt

DEC04  16.55(4685) 31 16.50 (4686) 202  16.55 (4738) 142 16.40 (4747) 114 16.40(4733) 117  16.53 (4734) 57  16.52 (4745) 19  16.49 (4755) 144  16.45(4832) 562 16.50 (4810) 37
JAN 05 13.95(3261) 352  13.58(3301) 294 13.58(3255) 635 13.15(3317) 295 13.37(3324) 259 13.67(3238) 382 13.50(3226) 248 13.43(3270) 231  13.84(3225) 180 13.85(3182) 177
FEB 05 13.08 (2548) 145 12.86(2547) 35  12.95(2676) 373 12.69 (2675) 162 13.10(2727) 144  13.17 (2740) 156 13.08 (2786) 181 13.10(2800) 79 13.60(2812) 92  13.72(2832) 138
MARO5 12.72(2642) 29 12.66 (2640) 15  12.68(2622) 120 12.61(2635)29 12.70(2666) 115 12.71(2672) 16 12.71(2671)27 12.71(2703) 52 12,98 (2731) 65  13.25(2759) 190
APRO5  12.78(1594) 12 12.78 (1600) 7 12.77 (1577) 118 12.77 (1586) 35  12.77 (1592) 20 12.80(1600) 23  12.80(1623) 64  12.79 (1644) 53 13.10(1685) 75  13.45(1714) 153
MAY 05  12.70(1489) 17 12.70 (1494) 7 12.68 (1505) 38  12.70(1507) 22  12.68 (1515) 20 12.75(1523) 17  12.80(1549) 62  12.80 (1566) 50 13.19 (1589) 46  13.45 (1611) 122
JUN 05 13.00 (1230) 14 12.93(1235) 10  12.92(1246) 44  12.92(1247) 10 12.92(1249) 14 12,92 (1252) 10  12.92 (1279) 64  12.92 (1323) 89 13.30(1339) 103 13.50 (1353) 95
JUL 05 12.93 (1015) 16 12.93(1015) 16 ~ 12.93(1022) 17  12.90(1024) 15 12.92 (1029) 7 12.93(1032) 6 12.93(1032) 21  12.94 (1054) 70 13.25(1066) 46  13.55 (1081) 62
AUGO05 13.35(1044) 18 13.36(1045) 10  13.36(1056) 16 ~ 13.36(1078) 30  13.38(1080) 4 13.38 (1083) 5 13.40(1085) 23  13.45(1098) 48 13.65(1100) 20  13.74 (1117) 54
SEP 05 13.68 (981) 13 13.68 (990) 11 13.65(1001) 22  13.65(1001) 12  13.65(1012) 13 13.65 (1015) 6 13.68 (1036) 60  13.68 (1063) 37 13.90(1070) 19  13.98 (1086) 57
OCTO05 12.89(731)17 12.89 (739) 15 12.92 (745) 15 12.90 (750) 13 12.93(752) 9 12.93 (755) 4 12.93 (765) 31 12.95 (774) 30 13.09 (778) 16 13.10 (789) 55
NOV 05  12.29(497) 8 12.30 (498) 1 12.30(503) 11 12.30 (513) 17 12.39 (513) 13 12.39 (513) 8 12.39 (537) 24 12.50 (550) 18 12.60 (550) 31 12.65 (555) 44
DECO05  12.22(534)8 12.22 (534) 1 12.22 (540) 9 12.22 (542) 5 12.22 (548) 14 12.22 (550) 4 12.22 (550) 21 12.25 (550) 10 12.35 (558) 21 12.40 (570) 38
JAN 06 12.09 (27) 2 12.09 (27) 0 12.09 (27) 0 12.09 (27) 0 12.09 (27) 0 12.09 (27) 0 12.09 (27) 0 12.09 (28) 1 12.09 (28) 0 12.09 (28) 0
FEB 06 12.05(14) 1 12.07 (14) 0 12.07 (14) 0 12.07(14)0 12.07 (16) 2 12.07(16) 0 12.07 (16) 0 12.07(16) 0 12.07 (16) 0 12.07 (16) 0
MARO06 12.08 (10) 0 12.08 (10) 0 12.08 (10) 0 12.08 (10) 0 12.08 (12) 2 12.08(12) 0 12.08(12) 0 12.08(12) 0 12.08(12) 0 12.08(12) 0
APR06  12.05(10)0 12.05(10) 0 12.05(10) 0 12.05(10) 0 12.05(12) 2 12.05(12) 0 12.05(12) 0 12.05(12) 1 12.05(12) 0 12.05(12) 0
MAY 06 12.00(2) 0 12.00(2) 0 12.00(2) 0 12.00(2) 0 12.00 (4) 2 12.00 (4) 0 12.00 (4) 0 12.00 (4) 0 12.00 (4) 0 12.00(4) 0

JUN 06 12.03(2)0 12.03(2)0 12.03(2)0 12.03(2) 0 12.03(2)0 12.03(2)0 1203(2)0 12.03(2)0 12.03(2) 0 12.03(2)0

JUL 06 1250(2) 0 1250(2) 0 1250(2) 0 1250(2) 0 1250(2) 0 1250(2) 0 1250(2) 0 1250(2) 0 1250(2) 0 1250(2) 0

CME - (CLASS1V) MILK FUTURES - Dollars per cwt.

JAN 05 12.35(9) 0 12.35(9) 0 12.35(9) 0 12.35(9) 0 12.35(9) 0 12.35(9) 0 12.35(9) 0 12.35(9) 0 12.35(9) 0 12.35(9) 0

FEB 05 12.35(9) 0 12.35(9) 0 12.35(9) 0 12.35(9) 0 12.35(9) 0 12.35(9) 0 12.35(9) 0 12.35(9) 0 12.35(9) 0 12.35(9) 0
MARO5 1230(7)0 12.30(7)0 12.30(7)0 12.30(7) 0 12.30(7)0 12.30(7)0 12.30(7)0 12.30(7)0 12.30(7) 0 12.30(7)0
APRO5 11.75(7)0 11.75(7) 0 11.75(7) 0 11.75(7) 0 11.75(7) 0 11.75(7) 0 11.75(7) 0 11.75(7) 0 11.75(7) 0 11.75(7) 0
MAY 05 11.75(5)0 11.75(5) 0 11.75(5) 0 11.75(5) 0 11.75(5) 0 11.75(5) 0 11.75(5) 0 11.75(5) 0 11.75(5) 0 11.75(5) 0

JUN 05 11.75(5) 0 11.75(5) 0 11.75(5) 0 11.75(5) 0 11.75(5) 0 11.75(5) 0 11.75(5) 0 11.75(5) 0 11.75(5) 0 11.75(5) 0

SEP 05 11.75(1) 0 11.75(1)0 11.75(1) 0 11.75(1) 0 11.75(1)0 11.75(1)0 11.75(1) 0 11.75(1)0 11.75(1)0 11.75(1) 0
OCT05 11.75(5)0 11.75(5) 0 11.75(5) 0 11.75(5) 0 11.75(5) 0 11.75(5) 0 11.75(5) 0 11.75(5) 0 11.75(5) 0 11.75(5) 0

NOV 05 11.75(6) 0 11.75(6) 0 11.75(6) 0 11.75(6) 0 11.75(6) 0 11.75(6) 0 11.75(6) 0 11.75(6) 0 11.75(6) 0 11.75(6) 0
CME - BUTTER FUTURES -- Cents per pound

DEC04  190.00 (49) 13 175.00 (35) 21 160.02 (24) 7 157.00 (23) 1 157.00 (21) 9 158.00 (15) 12 157.00 (15) 7 157.00 (12) 1 159.00 (12) 0

MARO05  162.00 (85) 7 157.00 (85) 0 156.00 (85) 2 154.00 (85) 0 154.00 (85) 0 155.25 (99) 20 158.50 (112) 19  159.50 (132) 23 160.50 (133) 1 160.00 (148) 16
MAY 05 165.00 (87) 1 160.00 (88) 1 155.00 (91) 5 154.00 (91) 2 156.00 (90) O 156.00 (90) O 157.00 (94) 9 160.00 (100) 6 162.00 (101) 1 161.75 (103) 2
JUL 05 163.00 (44) 0 160.00 (45) 1 156.00 (45) 3 155.00 (45) 1 156.00 (45) 0 156.00 (45) 0 157.00 (51) 9 160.00 (55) 4 162.00 (55) 0 162.00 (56) 1
SEP 05 165.00 (22) 1 160.00 (23) 1 156.00 (25) 3 154.00 (25) 0 154.00 (25) 2 155.00 (25) 0 155.00 (25) 0 158.00 (29) 6 163.00 (29) 0 163.00 (29) 0
OCT 05 165.00(10) 0 160.00 (10) O 155.00 (12) 2 154.00 (12) 0 154.00 (13) 2 155.00 (13) 0 155.00 (13) 0 158.00 (14) 1 163.00 (14) 0 163.00 (14) 0

1/ At the CME open interest for milk -- 200,000 pounds per contract. For more detailed information, you may call our automated voice system at 608-224-5088.
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INTERNATIONAL DAIRY MARKET NEWS

Information gathered December 13 - 24, 2004
Pricesare U.S. $/MT, F.O.B. port. Information gathered for this report is from trades, offers to sell, and secondary data. This bi-weekly report may not always contain the same products and/or

regions. Future reports may be included or withdrawn depending on availability of information.

MT = metric ton = 2,204.6 pounds.

WESTERNANDEASTERNEUROPE

WESTERN EUROPEAN OVERVIEW: The European milk production
season is basically at the low point of the year, although most producers and
handlers are looking forward to the upcoming production season with optimism.
At this point, most reports indicate that overall output is trailing last year at
this time, but some producers will have to closely monitor their volumes as the
milk quota yearend nears. Weather conditions in Europe have been quite
favorable for much of the fal. In recent weeks though, winter temperatures
are being reported in more regions which will slow production development as
the new season nears. Traders and handlers indicate that international sales
activity is quiet. The yearend holidays are a part of this, but higher than desired
prices for potential buyers are also limiting sales development. European
suppliers and traders are now reporting lower offering prices in hopes of
encouraging buyer interest. Due to a weakening trend in Europe, buyers are
hesitant to commit at this time and are holding off placing orders for possible
further price adjustments. Stocks of manufactured dairy products are available
for both domestic and international buyer interest. At this point, most sales
activity is centered around internal or domestic needs. The Dairy Management
Committee has not acted upon any major dairy related issues at their most
recent meeting. Intervention stocks continue to be sold back to the trade. As
of December 9, skim milk powder intervention volumes were nearly 77,000
MT with about 40,000 MT of this available for potential sale. Butter
intervention volumes are heavier with nearly 173,000 MT being held with
136,000 MT available for potential sale.

BUTTER/BUTTEROIL: European butter markets are unsettled with prices
unchanged to lower. A recent trend of lower prices is being reported for most
manufactured dairy products throughout Europe. Traders and handlers are
hopeful that this trend will stimulate buyer interest. At this point, the yearend
holidays and hopes of further price weakness by potential buyers are limiting
buyer interest. Russia is looking and securing butterfat for winter needs,
athough this sales activity is lighter than past years.

82% BUTTERFAT: 1,900 - 2,150
99% BUTTERFAT: 2,100 - 2,600

SKIM MILK POWDER (SMP): Skim milk powder markets are unsettled and
generally weak. Pricesare unchanged to lower. Traders and handlers are hopeful
that lower prices will encourage buyer interest. Although prices are lower than
in recent weeks, buyers remain hesitant and are often waiting for possible further
weakness. Traders and handlers feel that the international market must be in
need of powder since most buyers have been absent from the market for quite
some time. Most feel that potential buyers must be hand to mouth at this point
and should be in the market early in the new year.

1.25% BUTTERFAT: 2,150 - 2,420

WHOLE MILK POWDER (WMP): European whole milk powder markets
are weak and prices are unchanged to lower. Traders and handlers are hopeful
that the weaker price trend will encourage potential buyers to return to the
market. At this point, international buyer interest remains quiet. Traders feel
that the holidays, along with possible further price declines, are limiting sales
activity. Production of whole milk powder is lighter as milk volumes are at
seasonal low levels, although stocks are available for both domestic and
international buyer interest.

26% BUTTERFAT: 2,250 - 2,400

SWEET WHEY POWDER: Whey powder markets and prices are generally
steady although the market undertone is weak. Stocks of whey are available
for both domestic and international buyer interest although cheese production
is seasonally light. Sales activity is centered around internal or domestic needs
with international sales slow. Slow international sales are being attributed to
higher than desired asking prices.

NONHY GROSCOPIC: 600 - 800

EASTERN EUROPEAN OVERVIEW: In Eastern Europe, winter weather
conditions and temperatures are being reported which will slow overal milk
production trends. At this point, production is hovering around seasona low
levels in most countries. Stocks of manufactured dairy products are reported
to be available. Slow international buyer interest is also being reported out of
this region basically attributed to firmer than desired prices especialy from EU-
25 countries in the region. Traders and handlers are hopeful that sales will
develop early in the new year as prices adjust.

OCEANIA

OCEANIA OVERVIEW: Oceaniamilk productionisedginglower, athough
thedeclineisnot significant at thistime. Milk producersand handlersin both
Australiaand New Zealand are hopeful that the second half of the production
season will be more positive than the first half. Production reports continue
to indicate that milk output in New Zealand during the first half of the year
trailed last season with output in Australia also slightly lower. Stocks of
manufactured dairy products arein very close balance with demand. In most
instances, suppliers indicate that they do not have any product available for
additional or spot buyer interest. International buyers continue to ook to
Oceania for needs, but are finding that if they are not a regular or ongoing
customer, their inquiriesaregoing unfilled. Shipmentswill continuetoregular
customers during the upcoming year end holiday period, but the holidayswill
slow overall trading and sales activity. Traders and handlers are not looking
for any significant market activity for the next two to three weeks. At this
point, prices remain firm and supplies are tight.

BUTTER: Oceania butter markets are steady and prices are generaly
unchanged. Stocks of butter are in close balance with needs. Traders and
handlers indicate that most contracted and regular customer needs are being
met, althoughthey haveno additional volumesavailablefor spot buyer interest.
Traders do state that international buyers are looking to Oceania for butter
needs, but finding that if they are not a regular or ongoing customer, their
inquiriesaregoingunfilled.

82% BUTTERFAT: 1,850 - 2,350

CHEDDAR CHEESE: Oceaniacheesemarketsaresteady at unchanged prices.
Cheese production is seasonally active, although milk volumes are declining.
The first half of the season did not generate as much milk as many cheese
manufacturershad anticipated, thusoverall stocksarelighter. Cheeseproducers
and handlers are hopeful that the second half of the season will more positive
andthey will beableto makeup someof what wasnot generated during thefirst
half. Atthispoint, cheesestocksareinclosebalancewithneeds. Most regular
and ongoing customers are getting their contracted volumes.

39%MAXIMUM MOISTURE: 2,650 - 2,900

SKIM MILK POWDER (SMP): Theskimmilk powder pricesareunchanged
and the market tone remains firm. Although the market is firm, traders and
handlers do not foresee much strength to current prices. The strength to the
market isthe lack of supply. Stocks of powder arein very close balance and
often producers and handlersindicate that stocks are tight. Milk production
ison the down side of the season and traders and handlers are hopeful that the
second half of the milk production season will be more positive than the first
half.

1.25% BUTTERFAT: 2,100 - 2,300

WHOLEMILK POWDER (WM P): Wholemilk powder marketsaresteady
at unchanged prices. Tradersand handlersindicatethat shipmentswill continue
to clear New Zealand and Australia during the upcoming holiday period,
athoughsalesactivity will beslow. Tradersand handlersstatethat international
buyer interest is occurring, but lack of supply islimiting sales negotiations.

26% BUTTERFAT:

2,150 - 2,300

Exchange rates for selected foreign currencies. December 20, 2004

.8134 Canadian Dollar
.3374 Argentina Peso
.0896 Mexican Peso
.3255 Polish Zloty

.0228 Indian Rupee
.7166 New Zealand Dollar
.7639 Australian Dollar
.0096 Japanese Yen
1.3389 Euro
To compare the value of 1 US Dollar to Mexican Pesos: (1/.0896)= 11.1607.
That is1 US Dollar equals 11.1607 Mexican Pesos.
Source: “Wall Street Journal”
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MONTHLY COLD STORAGE REPORT —TOTAL U.S.STOCKS

NOTE: Datafor thisreport is collected from public, private and semiprivate warehouses, apple houses, and meat packing plants where food products
are generally stored for 30 days or more. Commoditiesin space owned or leased and operated by the armed services are not reported. Food stocks
held under bond are included in the storage data.

All stocks in thousand pounds except where otherwise indicated

US. HOLDINGSOF DAIRY PRODUCTS

COMMODITY OCT 31, OCT 31, REVISED NOV 30, NOV 30, NOV 30,
2002 2003 OCT 31, 2004 2002 2003 2004
Butter 164,640 170,154 107,152 135,632 122,544 59,363
Cheese, Natural American 501,401 491,098 527,486 474,055 467,226 483,553
Cheese, Swiss 18,927 22,044 26,082 22,251 24,083 27,326
Cheese, Other Natural 200,064 209,264 202,603 200,757 204,232 196,098
U.SS GOVERNMENT OWNED COLD STORAGE HOLDINGS
Butter 1,844 11,084 91 1,021 8,701 143
Natural American Cheese 927 9,473 6,368 463 6,918 4,947
NOVEMBER STORAGE HOLDINGS BY REGION
REGION Natural American Cheese Butter * Other Natural Cheese
2002 | 2003 [ 2004 2002 | 2003 | 2004 2002 [ 2003 [ 2004

New England 17,941 20,496 22,401 371 383 288
Middle Atlantic 59,428 45,229 54,791 28,256 14,631 10,250
East North Central 189,187 180,073 187,236 104,712 116,886 113,955
West North Central 108,491 109,439 108,284 55,076 53,353 55,003
South Atlantic 475 100 3,596 899 1,827 115
East South Central 276 181 297 250 2,139 2,143
West South Central 1,657 1,979 1,791 346 97 90
Mountain 6,929 17,429 26,063 683 3,576 4,867
Pacific 89,671 92,300 79,094 10,164 11,340 9,387
TOTAL 474,055 | 467,226 | 483,553 135632 | 1225544 | 59,363 | 200,757 | 204,232 | 196,008

*Regional breakdowns are not reported to avoid possible disclosure of individual operations.

MILLION POUNDS NDM STORAGE HOLDINGS
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COMMERCIAL AND GOVERNMENT STORAGE HOLDINGS, JANUARY 2003 TO DATE

Butter Natural American Cheese Nonfat Dry Milk
Month Total 1/ Commercid Government Tota 1/ Commercid Government Tota 1/ 2/ Commercial Government 2/
2004 | 2003 | 2004 | 2003 | 2004 | 2003 | 2004 | 2003 | 2004 | 2003 | 2004 | 2003 | 2004 | 2003 | 2004 | 2003 | 2004 2003

Million Pounds Million Pounds Million Pounds
January 152 205 151 204 1 3 518 515 508 515 10 3 945 1,147 109 112 836 1,036
February 158 240 157 238 1 1 533 539 524 538 10 3 896 1,187 95 116 800 1,071
March 158 245 158 242 3 521 531 511 529 10 2 841 1,247 80 137 761 1,111
April 156 264 155 259 3 5 529 535 519 532 10 3 826 1,308 104 154 723 1,154
May 179 298 178 289 3 9 561 539 551 536 10 3 814 1,336 123 159 691 1,177
June 187 301 187 291 3 11 590 550 582 546 9 4 774 1,365 146 152 628 1,212
July 194 284 193 273 3 11 616 552 609 546 7 6 755 1,308 161 90 594 1,219
August 161 254 161 244 3 10 569 547 562 538 7 9 716 1,245 149 75 567 1,170
September 133 207 133 197 3 10 554 517 547 508 6 9 650 1,207 127 69 523 1,138
October 107 170 107 159 3 11 527 491 521 482 7 9 602 1,128 115 69 486 1,059
November 59 123 59 114 3 484 467 479 460 5 7 1,062 87 975
December 100 93 6 491 482 10 978 108 870

NA = Not available.
1/ Total may not add due to rounding. 2/ Includes instant nonfat dry milk. 3/ Lessthan 500,000 Ibs.

COMMERCIALLY OWNED COLD STORAGE HOLDINGSFOR THE UNITED STATES Y/

Oct 31, Oct 31, Oct 31, Nov 30, Nov 30, Nov 30,
Commodity 2002 2003 2004 2002 2003 2004
Thousand Pounds
Butter 162,796 159,070 107,061 134,611 113,843 59,220
Natural American Cheese 500,474 481,625 520,618 473,592 460,308 478,606

1/ Total holdings minus Government owned holdings. For more information, see page 9 of this report.

SOURCE: "Cold Storage," Co St 1 (12-04) and "Dairy Products," Da2-6 (12-04), Agricultural Statistics Board, National Agricultural Statistics Service; and " Summary of Processed Commoditiesin Store,”
Farm Service Agency.
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FEDERAL MILK ORDER PRICE AND POOL SUMMARY, NOVEMBER

HIGHLIGHTS- Handler reports of receiptsand utilization under the Federal milk order system for November have been filed and tabulated. Combined totalsfor the 10 ordersarebeing
released. During November, about 7.7 billion pounds of milk were received from producers. Thisvolume of milk is 6.2 percent lower than the November 2003 volume on acomparable
market basis. (Taking into account the volume of milk not pooled dueto intraorder disadvantageous price rel ationships, the year-to-year changeisunchanged.) About 3.9 billion pounds of
producer milk were used in Class| products, 6.1 percent higher than the previous year on acomparable market basis. Calendar composition had apositiveimpact onmilk usedin Class| in
2004 as compared to 2003. Theall-market average Class utilization percentageswere; Class| = 50%, Class || = 15%, Class|11 = 26%, and Class |V = 9%. Theweighted average statistical
uniform price was $15.75 per cwt., $0.42 higher than last month, and $1.38 higher than last year.

PRICE AND POOL STATISTICSFOR FEDERAL MILK ORDER MARKETING AREASFOR THE MONTH OF NOVEMBER 2004
RECEIPTS OF UTILIZATION OF PRODUCER UTILIZATION OF PRODUCER
PRODUCER MILK MILK IN CLASS| MILK IN OTHER CLASSES | UNIFORM
CHANGE CHANGE PRICE 2/
FEDERAL MILK ORDER MARKETING N%R;/'IDSER TOTAL FROM PREV. TOTAL FROM PREV. PERCENT CLﬁSS C"Iﬁss C']CSS
AREA 1/ YEAR 3/ YEAR 3/
MIL. MIL. $ PER
LBS. PERCENT LBS. PERCENT PERCENT CWT.
Northeast (Boston) 001 1,770.8 -4.8 920.2 47 52 20 23 5 16.20
Appalachian (Charlotte) 005 508.4 0.2 368.7 55 73 15 5 7 16.78
Southeast (Atlanta) 007 566.7 -4.6 405.7 75 72 10 12 6 16.83
Florida (Tampa) 006 230.2 48 205.0 7.7 89 9 4 2 17.99
Mideast (Cleveland) 0335/ 1,476.7 27 562.3 43 38 15 43 4 15.21
Upper Midwest (Chicago) 0305/ 950.8 -85 385.8 43 40 12 36 12 15.02
Central (Kansas City) 0325/ 760.6 -34.4 383.3 6.7 50 16 24 10 15.10
Southwest (Dallas) 126 5/ 760.0 3.2 360.2 9.8 47 12 28 13 15.88
Arizona-Las Vegas (Phoenix) 131 228.1 -6.3 84.3 7.2 37 8 32 23 15.20
Pacific Northwest (Seattle) 124 5/ 465.7 8.6 194.1 9.9 42 8 17 33 14.75
ALL MARKET AVERAGE OR TOTAL 35/ 7,718.0 -6.2 3,869.6 6.1 50 15 26 9 15.75

1/ Names in parentheses are the mgjor city in the principal pricing point of the market.

2/ Statistical uniform price for component pricing orders (Class |11 price plus producer price differential). For other orders, uniform skim milk price times 0.965 plus uniform butterfat price times 3.5.

3/ Percent changes from the previous year are based on the same group of comparable markets—markets where the orders were in effect for both years. Excludes the Western Federal milk order

which was terminated effective April 1, 2004.

4/ Lessthan 0.5 percent.

5/ Dueto adisadvantageous rel ationship between intraorder class prices and the location adjusted statistical uniform (blend) pricein these markets, handlers el ected not to pool an estimated 1.7 billion pounds
of milk that normally would have been associated with these markets. In November 2003, the estimated not-pooled volume of milk was 1.4 billion pounds, occurring in Order Nos. 030, 032, 124, and 135.
After adjusting for these not-pooled volumes, the year-to-year percent change is unchanged.
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NOVEMBER MILK PRODUCTION
Milk production in the 20 major States during November totaled 11.8 billion pounds, up 1.2 percent from November 2003. October revised
production, at 12.3 billion pounds, was up 1.4 percent from October 2003. The October revision represented an increase of 0.1 percent or 9
million pounds from last month’s preliminary production estimate.
Production per cow in the 20 mgjor States averaged 1,526 pounds for November, 9 pounds above November 2003.
The number of cows on farms in the 20 major States was 7.77 million head, 44,000 head more than November 2003, but unchanged from
October 2004.

NOVEMBER 2004 MILK COWSAND MILK PRODUCTION, BY STATES

MILK COWS 1/ MILK PER COW 2/ MILK PRODUCTION 2/
% CHANGE
STATE 2003 2004 2003 2004 2003 2004 EROM 2003
THOUSANDS POUNDS MILLION POUNDS PERCENT
AZ 155 168 1,775 1,760 275 296 7.6
CA 1,694 1,741 1,665 1,700 2,821 2,960 4.9
FL 140 137 1,180 1,250 165 171 3.6
ID 412 436 1,740 1,720 717 750 4.6
IL 109 106 1,485 1,450 162 154 -4.9
IN 151 154 1,620 1,560 245 240 -2.0
1A 197 190 1,515 1,520 298 289 -3.0
KY 112 109 1,025 1,030 115 112 -2.6
Ml 300 306 1,675 1,650 503 505 0.4
MN 465 460 1,390 1,390 646 639 -11
MO 125 120 1,190 1,215 149 146 -2.0
NM 320 324 1,670 1,605 534 520 -2.6
NY 660 646 1,410 1,410 931 911 21
OH 258 266 1,370 1,390 353 370 4.8
PA 560 563 1,420 1,420 795 799 05
TX 317 320 1,440 1,455 456 466 2.2
VT 146 145 1,415 1,410 207 204 -1.4
VA 108 103 1,260 1,340 136 138 15
WA 243 234 1,810 1,820 440 426 -3.2
Wi 1,249 1,237 1,410 1,415 1,761 1,750 -0.6
20
STATE 7,721 7,765 1,517 1,526 11,709 11,846 12
TOTAL

1/ Includes dry cows. Excludes heifers not yet fresh.
2/ Excludes milk sucked by calves.

SOURCE: "Milk Production,” Da 1-1 (12-04), Agricultural Statistics Board, National Agricultural Statistics Service, U.S. Department of
Agriculture.
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THE DAIRY OUTLOOK

2004 Dairy Records All Around - The year of 2004 has been incredible for the U.S. dairy industry. Milk production is a
record or near-record, commercial use has hit new highs, and prices have been extremely volatile throughout the year. Farm
milk prices have jumped morethan afourth from 2003’ saverageto arecord $16 per cwt. Expanded milk productionin2005is
projected to lend more stability to theindustry and to lower prices. However, growth in milk production is not expected to be
rapid, dairy product demand is expected to be pretty good, and commercia exports are projected to continue to absorb most of
the domestic surplus of skim solids. Milk prices are projected to lose only about half of their 2004 increase.

Slow Milk Production Growth To Continue - Milk production continues its cautious expansion, running about 1 percent
above ayear earlier sinceit moved positivein early summer. Strength in milk prices has proven more persistent than earlier
thought, probably bringing milk cow numbers near ayear earlier for thefirst time since early 2003. However, growth in milk
per cow remains rather anemic, as forage problems continue, improved price ratios between milk and concentrate feeds have
yet to make a splash, and bovine somatotropin (BST) remains limited. Record farm milk pricesin 2004 have bolstered milk
cow humbers. Although concentrate feed prices were high for part of the year, returns over concentrate costs have averaged
about the highest ever. These returns apparently slowed the exit of farms from dairying, having improved the ability of even
the weaker operations to hold on. Some effects may last into 2005 as these farms probably have used some of thisyear’'s
windfall to get ahead on critical expenses. The strong returns probably did not have as much impact on expansion by robust
farms. Considerable incentive existed to keep facilities as full as possible, but many of the key factorsin this year’'s prices
likely were perceived to be too temporary to ater long-term growth plans. Even so, theinfusion of cash probably will allow
farmsto expand somewhat sooner than otherwise. Replacement heifer prices eased alittle thisautumn, but supplies probably
have stayed tight. In 2004, replacement prices are expected to average over $1,600 per head, exceeding even the record of
2002. The United States remains closed to imports of breeding stock from Canada. The January inventory report might show a
few more homegrown replacement heifersthan at the start of 2004. However, any increaseislikely to be modest because the
greatest economic influence on thisinventory would have been therelatively low replacement prices of 2003. The upward drift
in milk cow numbers that began early last winter appears to have peaked in early autumn. Cow numbers are projected to
slowly declinein coming months asfarm exits gradually resume, expansions stay moderate, and heifer suppliesremaintight.
Decreases may accelerate as 2005 progresses, but returns are expected to remain favorable enough to limit declinesin cows.
Cow numbers are expected to declinelessthan 1 percent in 2005, very similar to thisyear’ sslippage. Milk per cow in2005is
expected to rise amost 3 percent, a seemingly impressive rise. However, this increase would represent a rather modest
recovery towards the long-run trend. Milk production is projected to end 2004 stronger than earlier in the year. Even so, the
annual total isexpected to be almost unchanged from ayear earlier. Output in 2005 is projected to expand about 2 percent, the
first sizable rise since 2002.

Commer cial Stocks Cut - Butter and cheese stocks continued to be trimmed at a brisk seasonal pacein October. November
1 butter holdings were down sharply from the two preceding years, and weekly indicators showed further strong decreases
during November. Commercia cheese stocks remained dlightly larger than 1 or 2 years earlier. Summertime backups into
warehouse stocks had largely dissipated by the start of November. The key factor in recent stock trimming probably wasstrong
product movement for the autumn holidays. Sales reportedly were fairly good in late October and remained strong through
Thanksgiving. Manufacturers' nonfat dry milk stocks were significantly above ayear earlier on November 1. However, the
modest size of price support purchases during October and November indicated that traders were not uncomfortable with these
holdings. Strong powder sales generally and the prominence of the export market probably have boosted the need for stocks
thisyear. The combination of aconsiderably smaller surplus and aggressive donation usefor drought relief and food aid pulled
government stocks of nonfat dry milk on November 1 below 500 million pounds, the smallest sincelate 2000 and half thelevel
of ayear earlier. Most of the remaining powder is expected to be used in coming months, although new purchases are projected
to replenish stocks somewhat. Net removals of nonfat dry milk have been fairly moderatein recent months. There have been
no Dairy Export Incentive Program (DEIP) shipments, and the continued exchange of nonfat dry milk for pudding apparently
has displaced relatively little domestic use. The key to this rather abrupt change in the surplus of skim solids has been the
competitiveness of U.S. skim solidsin theinternational market. However, recovery in domestic ingredient use may also have
made a significant contribution. During the marketing year ended September 30, 2004, net removals of nonfat dry milk were
only 167 million pounds, less than one-fourth those of either of the two preceding years. Even though substantial quantities
were sold for unrestricted use (including that swapped for pudding or processed cheese), purchases stayed rather moderate. Net
removals of butter were dightly negative because of small amounts sold back to the industry, while small DEIP exports of

Continued on page 14
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cheese were made. Removal s are expected to stay moderate during the current marketing year, even if they pick up from the
rather minimal start. International markets are expected to absorb most of the domestic surplus of skim solids, and milkfat
markets are projected to remain tight. The strength of export demand is critical, but removals are not expected to return to the
levels of afew yearsago even if commercial exportsfalter. Although alocations for the current July-June commitment year
were announced, noinvitationsfor bids, necessary to implement DEIP, wereissued. Domestic butter and cheese markets have
stayedtight, and U.S. skim milk powder isfully competitiveinternationally without subsidies. Invitations may beissued after
the start of the year if market conditions change enough.

Commercial Use Mixed - Movement of many dairy products has remained erratic, confounding easy interpretation of
current dairy demand. Sales of butter and cheese were somewhat lackluster in September-October, following strong
oscillations during spring and most of summer. Some of the sluggishness during September-October may still have been
carryover from the spring price peaks and subsequent adjustments. However, delayed holiday buying probably was alarger
factor. Pricesgenerally weakened during September and much of October. Buyerslikely minimized purchasesfor the autumn
holidays in hopes of further price decreases, setting the stage for the reported November scramble for supplies. Commercial
disappearance of nonfat dry milk continuesto increase, up modestly in October after an astounding summer quarter. Through
October, movement was 45 percent above ayear earlier—seemingly sureto break the 1965 record thisyear. Itisunclear where
this powder went. Commercial exports undoubtedly have been largethisyear, but the reported exports minus DEIP and food
aid exportsonly explain arelatively modest share of theincrease in disappearance. Although domestic powder use may well
have grown, and user inventories might have swollen, it seemslikely that commercial exports have been larger than what has
been reported thusfar. Sales of other products have been mixed but generally weak. Declinesin beverage milk sales persist,
down about 1.5 percent for thefirst 9 months of 2004. Likewise, salesof cottage cheese and frozen products (other than lowfat
ice cream) decreased significantly in recent months. Sour cream and yogurt use did manage to be exceptions to the genera
pattern. The economy and personal incomes continue to grow. However, economic performance has been uneven, with some
sectors lagging considerably. In addition, higher food and energy prices have absorbed a significant share of the income
growth. But, the consumption expenditures seem to imply an underlying shift to housing and housing-rel ated expenditures and
away fromthe*“treats’ for immediate consumption that had been so favored before mid-2001. Thesetrendsimply that demand
for dairy products will be good—but not exceptional--in 2005.

Tight International Marketsand aWeak Dollar Equal High Prices- Internationa dairy marketsremain tight, and
the weak U.S. dollar is tranglating this tightness into relatively high prices. Prices of nonfat dry milk ran about $2,400 per
metric ton in late November, up about $600 from ayear earlier and $200 since late summer. Meanwhile, butter was selling for
about $2,100 per ton, up about $500 from ayear earlier and slightly from summer levels. Pricesfor cheese and dry whole milk
reportedly have been even stronger than for butter and nonfat dry milk. Demand has been generally strong. Milk powder
demand from eastern Asia has been brisk, reflecting the region’s generally good economic performance. Latin American
imports have stayed fairly large in spite of the high prices. Higher oil prices have boosted demand in the Middle East, North
Africa, and other oil producers, ashasrebuilding effortsin Iraq and Afghanistan. Higher oil prices have a so had animportant
impact on butter demand in the Middle East. Russian butter demand reportedly has been fairly robust but not extraordinary.
Export supplies have been limited. European Union (EU) milk production has been down slightly, and domestic use has been
strong. Intervention stocks are quite moderate. As aresult, the EU has been relatively slow to compensate for the strength of
the euro by

raising export restitutions. Australia srecovery in milk production has been modest thusfar in their season. Meanwhile, cool,
wet conditionsfoiled pre-season predictions of another sizableincreasein New Zealand output. Season total s continued to lag
year-earlier levels through the seasonal peak. An annual increase is certainly still possible since recent weather has been
excellent. However, considerable doubt remains, particul arly since last season had afairly strong close. The United States till
has considerable quantities of skim solidsthat could be exported at current prices, but the U.S. domestic market hastightened
greatly. Theincreasein nonfat dry milk pricessincethe middle of 2003 differsin several important waysfrom earlier surgesin
international prices. First, thevery high dollar pricesresulted from acombination of atight market balance and aweak dollar.
Some importers are being affected by the high prices much less than others, and most exporters are being hurt by their
currencies' strength. Oil producers, normally affected substantially by weaknessin the dollar, have not been because of higher
oil prices. Market dynamics al so have been considerably different during thispricerise. Typically, mgjor priceincreaseshave
set off around of panic buying by importersthat pushes pricesto an extreme peak. Prices soon collapse oncethe panic startsto
subside. In the recent case, buyers knew there was no reason for concern. The continuing surplus and heavy stocks in the
United

Continued on page 15
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States meant that ample amounts would be available near recent prices. International pricesfor nonfat dry milk are expectedto
remain high through at least most of 2005 as the dollar is expected to stay weak. Export supplies are unlikely to expand
substantially until at least the second half. Some seasonal price weakening may occur during the Northern Hemisphere winter,
but demand is projected to stay firm. The same general pictureis projected for butter prices, but butter prices may not be quite
as strong because of less certain demand strength.

PriceVolatility Remains- The 2004 priceroller coaster had onelast up toit. Butter and cheese prices rose during much of
November as brisk holiday movement overwhelmed the modest expansion in milk production. The effects may have been
compounded by late summer-early autumn price softness that encouraged buyers to delay holiday purchasing. However,
market tightnesswas reportedly not uniform, with butter and some cheese varieties and agestight but other cheesetypesmore
ample. Substantial declinesin wholesale butter and cheese prices have begun asyear end holiday needs apparently have been
met. Further declines may occur if pipeline holdings become swollen or if |ate season salesfalter. Y ear end pipeline holdings
probably will be key to early 2005 prices. Butter pipelines give signs of going out of the year tight, possibly quite tight.
However, holdings of at |east some cheesetypes might be ample. Seasonal declinesin cheese pricesare expected to have been
large by early 2005. Fallsin butter prices may also belarge, but the declines probably will be slowed somewhat by |ow stocks.
Even so, wholesal e butter and cheese prices are projected to remain relatively strong through at least the first half of theyear.
Growth in milk productionis not likely to be sudden, and demand should be able to absorb most of it. Nonfat dry milk prices
are in a somewhat different position. Second-half increases were modest and driven mostly by adjustment to international
prices. International prices will remain the dominant factor in domestic powder prices. Some slight seasonal weakening is
possible (particularly if thedollar recoversabit) but prices may average above the support purchase price for most of thefirst
half of 2005.

Fall From 2004 Record Milk Price Seen asLimited - Late 2004 recovery will leave average farm milk pricesnear $16
per cwt, up about $3.50 from 2003 and easily arecord. Milk prices have averaged above a year earlier since the summer of
2003. Theyear-to-year risein farm prices was the largest proportional rise since World War 1. In 2004, the value of milk for
cheese exceeded the value of milk for butter-nonfat dry milk by awide margin. This stood in sharp contrast to most of the
2000-02 period when butter-powder values were dominant. The advantage to cheese is expected to narrow in 2005 as extra
milk is expected to lower butter and cheese prices but have littleimpact on powder prices. Milk prices are projected to fal to
$13.85-$14.65 in 2005, still considerably above those of 2002 and 2003. Much will hang on the size and steadiness of the
expansion in

milk production, where uncertainty isboosted by the BST situation aswell as other milk-per-cow factors. Demand growthiis
expected to be only modestly favorable but could pick up if the economy finds steadier footing. Lastly, behavior by buyers,
stung by this year’s price volatility, may be somewhat erratic. Retail dairy pricesin 2004 are projected to average about 8
percent above ayear earlier, following amost no change in 2003. Although the farm-to-retail price spread posted increases
during the second half, the average spread decreased dightly for the second year inarow. Despitetherelatively largeincrease
thisyear, retail dairy pricesin thelast 5 years have risen less than 3 percent annually, similar to prices of al food and alittle
lessthan prices of al items. Retail prices of manufactured dairy products reacted rather typically to wholesale price swings,
lagging changesin both directions, but fluid milk price changes were highly unusual. Late 2003 farm price increases and the
early portion of the 2004 rise were almost not seeninretail pricesof fluid milk. Retail milk pricesthen made an unprecedented
jump in May. When farm milk prices dropped, retail prices fell relatively quite quickly in August and September. Several
factors may have contributed to this unusual pattern. Fluid milk sales have generally been rather weak, leaving retailers
concerned that priceincreases might sap sales even more. Fluid milk sales make the greatest contribution to net marginsfor the
dairy case, even though gross margins are relatively modest. In addition, supermarkets are being seriously challenged by the
mixed-merchandise discount chains. Supermarket milk sales had been affected less than most sales because shopping
frequency at the discounters was low. As the frequency has increased, supermarkets have seen a larger share of milk sales
being challenged. Retail dairy pricesare expected to increaselessthan 2 percent in 2005. Increasesin the spread are projected
to just outweigh the decreases in farm milk prices. However, retail pricing of fluid milk might stay somewhat atypical and
unpredictable.

SOURCE: "Livestock, Dairy, and Poultry Outlook", LDP-M-126, December 16, 2004, Economic Research Service, USDA.
For more information, contact James J. Miller, (202) 694-5184. This summary has been condensed from the original.
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CCC PURCHASES OF DAIRY PRODUCTS (POUNDS)

FOR THE PERIOD OF DECEMBER 20 — 22, 2004 CUMULATIVE TOTALS UNCOMMITTED INVENTORIES
TOTAL CONTRACT ADJUSTED SINCE SAME PERIOD WEEK ENDING SAME PERIOD
PURCHASES ADJUSTMENTS PURCHASES 10/01/04 LAST YEAR 12/17/04 LAST YEAR
BUTTER
Bulk -0- -0- -0- -0- -0- -0- -0-
Packaged -0- -0- -0- -0- -0- -0- -0-
TOTAL -0- -0- -0- -0- -0- -0- -0-
CHEESE
Block -0- -0- -0- -0- -0- -0- -0-
Barrel -0- -0- -0- -0- -0- -0- -0-
Process -0- -0- -0- -0- -0- -0- -0-
TOTAL -0- -0- -0- -0- -0- -0- -0-
NONFAT DRY MILK
Nonfortified -0- -0- -0- 31,817,269 97,800,374 -0- 799,351,000
Fortified -0- -0- -0- -0- -119,048 -0- 46,391,000
TOTAL -0- -0- -0- 31,817,269 97,681,326 -0- 845,742,000

MILK EQUIVALENT, FAT SOLIDS BASIS, OF ADJUSTED PURCHASES (MILLION POUNDS)

MILKFAT*  SKIM** MILKFAT*  SKIM**

BASIS  SOLIDS BASIS  SOLIDS

PERIOD OF DECEMBER 20 - 22, 2004 = 0.0 0.0 COMPARABLE PERIOD IN 2003 = 1.8 93.7

CUMULATIVE SINCE OCTOBER 1, 2004 = 7.0 370.4 CUMULATIVE SAME PERIOD LAST YEAR = 21.5 1,137.0

CUMULATIVE JAN. 1 — DEC. 22, 2004 = 60.2 3,233.1 COMPARABLE CALENDAR YEAR 2003 = 714.7 7,613.4

* Factors used for Fat Solids Basis - Butter times 21.80; Cheese times 9.23; and Nonfat Dry Milk times 0.22
**Factors used for Skim Solids Basis - Butter times 0.12; Cheese times 9.90; and Nonfat Dry Milk times 11.64

CCC _ADJUSTED PURCHASES FOR THE PERIOD OF DECEMBER 20 — 22, 2004 (POUNDS)

BUTTER CHEESE NONFAT DRY MILK
REGION BULK PACKAGED UNSALTED BLOCK BARREL PROCESS NONFORTIFIED _ FORTIFIED
CENTRAL -0- -0- -0- -0- -0- -0- -0- -0-
WEST -0- -0- -0- -0- -0- -0- -0- -0-
EAST -0- -0- -0- -0- -0- -0- -0- -0-
CCC_ADJUSTED PURCHASES SINCE 10/1/04 AND SAME PERIOD LAST YEAR (POUNDS) AND MILK EQUIVALENT AS A PERCENT OF TOTAL
BUTTER CHEESE NONFAT DRY MILK MILK EQUIVALENT (%)
REGION 2004/05 2003/04 2004/05 2003/04 2004/05 2003/04 2004/05 2003/04
CENTRAL -0- -0- -0- -0- 1,331,567 849,976 4.2 0.9
WEST -0- -0- -0- -0- 29,415,099 96,831,350 92.4 99.1
EAST -0- -0- -0- -0- 1,070,603 -0- 3.4 0.0
TOTAL -0- -0- -0- -0- 31,817,269 97,681,326 100.0 100.0

NDM SELLBACK TO THE TRADE The cumulative sellback total for 2004 is 67,347,152 pounds.
SUPPORT PURCHASE PRICES FOR DAIRY PRODUCTS PRODUCED ON OR AFTER NOVEMBER 15, 2002

MANUFACTURING MILK Average Test 3.67% - $9.90 per cwt.

BUTTER Bulk $1.0500 Eer pound; 1# Prints $1.0850 )
CHEESE 40 & 60# Blocks $1.1314 per pound; 500# Barrels $1.1014; Process American 5# $1.1889; Process Am. 2# $1.2289
NONFAT DRY MILK Nonfortified $.8000 per pound; Fortified $.8100; Instant $0.9625

U.S. Dairy & Total Cow Slaughter under Federal Inspection, by Regions, for Week Ending 12/04/04 & Comparable Week 2003

U.S. TOTAL % DAIRY OF ALL
Regions* (000 HEAD) 1 2 3 4 5 6 7 8 9 10 WEEK  SINCE JAN 1  WEEK SINCE JAN 1
2004-Dairy 0.0 0.8 6.7 2.7 17.9 3.7 0.9 1.0 15.2 2.5 51.5 2,206.6 48.1 46.7
2003-Dairy 0.2 0.8 7.7 5.4 24.1 2.6 0.4 1.2 15.6 3.2 61.1 2,697.1 47.5 47.6
2004-All cows 0.0 0.9 8.3 11.7 32.7 14.8 12.7 3.3 16.9 5.8 107.1 4,725.6
2003-All cows 0.2 1.0 10.1 12.5 35.8 18.5 21.6 4. 17.4 7.5 128.6 5,671.5

SOURCE The slaughter data are gathered and tabulated in a cooperative effort by the Agricultural Marketing Service, the
Food Safety and Inspection Service, and the National Agricultural Statistics Service, all of USDA.

CLASS 111 MILK PRICES, (3.5% BF)
YEAR JAN FEB MAR APR MAY JUN JUL AUG SEP OoCT NOV DEC
2001 9.99 10.27 11.42 12.06 13.83 15.02 15.46 15.55 15.90 14.60 11.31 11.80
2002 11.87 11.63 10.65 10.85 10.82 10.09 9.33 9.54 9.92 10.72 9.84 9.74
2003 9.78 9.66 9.11 9.41 9.71 9.75 11.78 13.80 14.30 14.39 13.47 11.87

FEDERAL MILK ORDER CLASS PRICES FOR 2004 (3.5% BF)

CLASS JAN FEB MAR APR MAY JUN JUL AUG SEP OoCT NOV DEC
I 17 11.85 11.59 11.94 13.64 19.65 21.13 17.95 14.62 13.94 14.78 14.29 14.43
- 11.67 12.90 14.79 15.21 15.03 14.31 14.00 13.13 13.66 13.57 14.09

Il 11.61 11.89 14.49 19.66 20.58 17.68 14.85 14.04 14.72 14.16 14.89
v 10.97 12.21 14.10 14.57 14.50 13.72 13.31 12.46 13.00 12.81 13.34

1/ Specific order differentials to be added to this base price are located at www.ams.usda.gov/dyfmos/mib/cls_prod _cmp_pr.htm






